Developments in production by anonymous
ACTIVITY IN MAJOR SECTORS of the econ-
omy has been maintained this year at the
record levels reached last autumn. Selective
output curtailments in some lines, reflecting
mainly inventory adjustments, have been
offset by expansion in other lines as business
capital outlays and Government expendi-
tures have continued to grow. Consumer
buying has been relatively stable at advanced
levels and personal incomes have increased
further. Economic activity abroad has con-
tinued to rise this year, and export demands
for United States goods have been very
strong.
The Board's industrial production index
reached a new high of 146 per cent of the
1947-49 average last fall, remained at
about that level through March, and edged
down to 145 in April. The level prevailing
in recent months has been about 2 per cent
higher than in early 1956, reflecting mainly
further expansion in output of business
equipment and larger production of military
equipment. Activity in the equipment and
ordnance industries is now more than double
the 1947-49 average.
Projects for the enlargement and improve-
ment of production facilities typically re-
quire considerable time for planning. They
also require a build-up of work in process
in equipment industries; such accumulation
accounted for an important part of the in-
crease in manufacturers' physical stocks
over the past two years. The continuing
rise in output of producers' equipment in
recent months reflects the large backlog of
orders built up primarily during the 1955
expansion as well as greater availability
of resources of manpower, materials, and
facilities.
Demand for new equipment has been sus-
tained by generally high levels of activity
in the economy, as well as by strong incen-
tives for producers to expand markets and
reduce costs. Utility output of gas and
electricity is 228 per cent of the 1947-49
average, as shown in the chart, and 6 per
cent above a year ago. While residential







NOTE.—Agriculture—Department of Agriculture annual index
of farm output. Freight traffic—special annual index by
Federal Reserve based mainly on Interstate Commerce Com-
mission data on ton miles of freight by major carriers. New
construction—value in constant prices based on Department
of Commerce and Labor monthly data, seasonally adjusted by
Federal Reserve. Remaining series are Federal Reserve
monthly seasonally adjusted indexes. Latest monthly data are
preliminary figures for April.
building has declined substantially since late
1955, the total volume of construction
activity has remained at advanced levels as
construction for business purposes has in-
creased further and the building of schools,
roads, and other public projects has con-
tinued to grow. The volume of freight traf-
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fic over the past two years has been about
40 per cent above the 1947-49 average.
Private and public passenger travel has also
reached new records, as have business and
consumer uses of most other services.
As in 1956, however, the number of new
autos purchased by consumers remains sub-
stantially below the 1955 record level. Also,
the reduction in residential building has
contributed to decreased demands for house-
hold durable goods as well as for building
materials.
Total consumption of industrial materials
has apparently been maintained so far this
year. However, output of materials and
parts in manufacturing and mining has de-
clined somewhat Industrial materials gen-
erally have come to be in better supply,
partly because of additions to capacity, and
earlier incentives to accumulate inventories
have weakened. Ordering by both manu-
facturers and distributors has been more
closely in line with the recent, relatively
stable rates of output and sales. Business,
which accumulated inventories throughout
last year at an annual rate of $3.8 billion,
shifted in the first quarter of 1957 to some
liquidation.
The changed attitude towards inven-
tories is one of the influences currently at
work moderating upward pressures on in-
dustrial commodity prices in wholesale mar-
kets. Since February these prices, on the
average, have been at a level about 3 per
cent above a year ago and 8 per cent above
two years ago. Meanwhile, consumer prices
of both goods and services have continued
to rise.
CONSUMER GOODS READJUSTMENTS
Production of household durable goods was
curtailed substantially beginning in late
1956, and in recent months auto assemblies
have declined. Reductions in output of
these major goods have been offset by in-
creased production of nondurable consumer
goods, and over-all activity in consumer
goods lines this spring has been close to
earlier highs. Production of other durable
items, including replacement auto parts and
tires, has been at advanced levels this year,
as indicated in the accompanying chart.
Output of apparel and shoes has also in-
creased, and production of manufactured
OUTPUT OF CONSUMER DURABLE GOODS
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foods and most other nondurable consumer
goods has been maintained in large volume.
Recent manufacturing curtailments for
major consumer durable goods reflect less
active sales to consumers, and a consequent
reappraisal of the increased volume of in-
ventories at both factories and distributors.
Reduced buying of these goods despite fur-
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ther gains in consumer incomes has resulted
from a variety of factors, including higher
prices and further increases in consumer
stocks—particularly of autos; large repay-
ments on the instalment debt accumulated
under the easy terms available in recent
years; and the decline in residential con-
struction—which accounts for an important
part of new installations of refrigerators
and other appliances and also influences
consumer purchases of household furnish-
ings.
Sales of newer household items like air-
conditioning equipment have continued to
expand. In the case of autos, those makes
with "conspicuously different models for
1957 have been selling at rates well above
a year ago, while those with less com-
prehensive changes have not sold so well.
Autos. Assemblies of autos increased
sharply after the model-changeover in late
1956, as shown in the chart on the pre-
ceding page. While significantly larger
sales of 1957 than of 1956 models were
expected, producers were more cautious
than the year before about building up
stocks. At the end of 1956 stocks were
substantially below the high level reached
a year earlier. At the spring high reached
in early May, dealers' stocks were still
about one-tenth below last year's peak.
For the second consecutive year the
spring rise in sales fell short of expectations,
and auto output was cut back. In early
May, however, assemblies were consider-
ably above the sharply reduced rate of a
year ago.
List prices for autos were raised about 7
per cent last autumn when the 1957 models
were introduced, and used car prices are
also higher this year. Partly reflecting this
development, as well as continued upgrad-
ing of auto equipment purchases and sus-
tained large demand for replacement tires
and parts and repairs, dollar sales at auto-
motive retail outlets have been above year-
earlier levels despite lower unit sales of
autos.
Household durable goods. An especially
sharp cut in television output and curtail-
ments in appliances and other items resulted
in a decline in output of major household
durable goods from last autumn to early
this year, as shown in the chart on the pre-
ceding page. Production of television sets
was reduced substantially further in April,
but average output of major household
goods has changed little since January, at
levels about a tenth below last year's high.
These production curtailments followed
a period of substantial accumulation of in-
ventories, particularly by manufacturers
and wholesale distributors, as shown in the
chart for appliances and television sets.
Appliance stocks, which had been low
relative to sales in 1955, increased about
HOUSEHOLD GOODS STOCKS






NOTE.—Special Federal Reserve indexes based on trade asso-
ciation and Department of Commerce physical quantity data
for manufacturers and wholesale distributors. Appliance index
covers ranges, refrigerators, freezers, washing machines, driers,
and heating apparatus, weighted by type. Latest data shown
are for end of March for appliances and end of April for
television.
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one-fourth during 1956; stocks of television
sets—already up considerably at the end
of 1955—expanded further last year by
about one-fourth reflecting in part the mass
introduction of portables.
The build-up of stocks of these and other
household goods, including furniture and
carpets, was influenced by the earlier
marked expansion in retail sales and by
competitive pressures for a greater share
of the market in 1956. Retail sales of
household durable goods leveled off in the
last half of 1956 and declined early this
year. Sales have recovered somewhat re-
cently, but for the first four months as a
whole dollar retail sales of such household
goods were only slightly above a year
earlier, with the increase apparently re-
flecting higher prices. Home builders' de-
mands for these goods are down consider-
ably this year.
Output curtailments had terminated the
rise in stocks of appliances, and also of
furniture, by late 1956, while television
stocks rose further. In recent months
manufacturers' stocks of television sets have
declined markedly, but appliance stocks
have shown little net change. Retailers'
stocks of television sets and other house-
hold goods over the past year and a half
have generally not been large relative to
sales; while retail sales are down from
earlier highs, they have declined much less
than production.
CAPITAL GOODS EXPANSION
Recent surveys of business spending plans
and the maintenance at high levels of new
contracts for business construction indicate
continuing expansion in capital goods activ-
ity. Private business construction activity
has increased again following some slacken-
ing in late 1956, and output of producers'
equipment has advanced further. Dollar
expenditures for equipment are up more
than outlays for construction of plants.
Exports of equipment, which account for
about one-seventh of domestic output, have
also increased sharply.
Private outlays for nonfarm fixed capital
in 1957 are anticipated to be 6 per cent
higher than in 1956 and 40 per cent above
1954, according to the most recent survey
by the Department of Commerce and the
Securities and Exchange Commission. All
businesses except commercial, in the aggre-
gate, expect to increase capital outlays 12
per cent this year. While smaller than last
year, the increase is from an already ad-
vanced level.
While expansion in productive capacity
for primary metals and electricity and in
transportation facilities continues to be the
most dramatic aspect of the capital goods
boom, incentives to improve efficiency and
reduce costs at all levels of production and
distribution of both goods and services have
also been important in investment decisions.
Thus, an increasing part of capital expendi-
tures is for electronic equipment and other
business machines to facilitate the growing
volume of record-keeping.
During 1955 and most of 1956, strong
business demands for plant and equipment
were adding progressively to over-all pres-
sures on available resources in a number of
lines, and shortages of some materials were
acting to restrain output. This year sup-
plies of these materials are relatively more
ample, permitting a higher level of capital
goods output with reduced upward pres-
sures on prices.
Output of equipment. Activity in the
equipment industries, including ordnance,
has increased about one-fourth since early
1955. Expansion in this sector last year
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was the main factor raising the Board's
index of industrial production to a new
high level in the autumn. At current levels,
output of these products and the materials
and parts used in their manufacture ac-
counts for about one-third of total indus-
trial production. In addition, an important
part of industrial materials is used in busi-
ness construction.
Production of military equipment showed
little rise until the last half of 1956 and for
the entire period since early 1955 has in-
creased only moderately. Output of pro-
ducers' equipment alone increased about
one-third and accounted for the bulk of the
advance shown for equipment and ordnance
in the chart on page 503.
Within the broad upward movement of
the past two years, the extent of expansion
and its timing have varied considerably
among equipment lines, reflecting demand
developments in industries using the equip-
ment and, to some extent, the kinds and
amounts of materials required. As the ac-
companying chart shows, expansion was
general in 1955. Trucks and farm machin-
ery benefited initially by the upsurge in
business demands in that year. Farm in-
come developments remained unfavorable,
however, and farm machinery production
dropped sharply in early 1956. In recent
months output in this industry has shown
some recovery. Truck output has been
relatively stable since last summer at levels
considerably below the highs of late 1955
and early 1956 but well above 1954.
Activity in the aircraft, ship, and railroad
equipment industries (summarized in the
chart as other transportation equipment)
did not begin to increase appreciably until
late 1955, and expansion slowed down
last summer when steel supplies were re-
duced by the strike. After mid-1956, activ-
OUTPUT - SfIECT» EQUIPMENT INOUSTIIES
1947-49-100 Ratio teat*
- 70
1953 1954 1955 1956 1957
NOTE.—Seasonally adjusted indexes. Latest data shown are
preliminary figures for April.
ity for military purposes expanded again in
the aircraft industry, and the rate of de-
liveries of commercial aircraft increased
sharply. The backlog of orders for com-
mercial planes at the beginning of this year
was substantially above a year earlier. In
late 1956, shipyards received a large volume
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of new orders, especially for oil tankers.
Reflecting partly the greater availability of
steel plates for ship construction and rail-
road equipment, activity in this sector has
increased substantially further this year.
Output of machine tools and a broad
composite of other industrial machinery
excluding electrical apparatus increased
rapidly from early 1955 to the spring of
1956 and subsequently showed a moderate
further gain. As indicated in the chart,
activity in these machinery industries is
currently about one-third above late 1954.
The build-up of inventories of materials and
goods in process in this equipment sector,
which earlier had been quite rapid, appears
to have tapered off.
Owing to the widespread uses of such
machinery—particularly machine tools—
throughout die metal fabricating process,
new orders built up rapidly beginning in late
1954 and reached a peak at the end of
1955. Over the past year, with shipments
rising further and new orders declining, the
reported backlog of orders for machine
tools has declined from eight and one-half
to five and one-half times monthly ship-
ments.
Growth in utilities. A basic factor in the
growth of the economy is the expansion of
electric generating capacity to meet rising
industrial, commercial, and consumer needs.
The rate of increase in electricity use by
industry has slowed down since late 1955,
while commercial and residential use has
continued to rise steadily. Atomic energy
use has tended to level off following com-
pletion of large new atomic energy installa-
tions during 1955. General industrial use
of power also rose more slowly after the
autumn of 1955 as capacity was approached
for a number of industrial materials whose
production requires a large volume of elec-
tricity. In recent months output of some
of these materials has declined, but in-
dustrial use of electric power has changed
little.
Capital outlays in 1957 by privately
owned utilities are indicated to be about
one-fourth larger than last year and, in ad-
dition, publicly owned utilities and indus-
trial concerns are expanding their outlays
for power facilities. These expenditures
will provide further large additions to capac-
ity to generate electricity. Marked current
expansion of outlays reflects in part the
ordering of a large volume of electrical ap-
paratus in 1955 when prices for such equip-
ment were temporarily reduced. Expansion
of gas utility facilities is also proceeding
rapidly as gas output has expanded about
as much as electricity over the past year.
Backlogs of orders for electric gen-
erators and transformers have risen sub-
stantially from the reduced levels reached
in late 1954, as shown in the chart. The
current backlog represents about one-third
of present installed electric generating capac-
ELECTRICAL APPARATUS




























NOTE.—Based on manufacturers' reports to Edison Electric
Institute. Data, for electrical generaton and transformers, in
turns of power units, combined by Federal Reserve using 1954
nice weights. Shipments and new orders are frmonths' totals
ior pcrioclii ending April 1 and October 1» unfilled orden afe
for end of period. Latest data shown are preliminary figures
for period ending April 1.
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ity of all United States utilities and indus-
trial concerns. Shipments of generating
equipment are currently scheduled to in-
crease to a rate which would permit addi-
tions of about 10 million kilowatts of ca-
pacity in 1957 and 16 million in 1958, as
compared with actual additions of 6.1 mil-
lion kilowatts in 1956. These planned in-
creases would raise United States generat-
ing capacity to 163 million kilowatts by the
end of 1958, which would be about one'
fifth above the December 1956' level.
MATERIALS OUTPUT AND CAPACITY
Rising investment outlays since early 1955
have been reflected in further gains in ca-
pacity to produce major industrial materials,
as shown in the chart which summarizes
changes in capacity and output for such
manufactured materials as steel, aluminum,
cement, cotton yarn, paper, and selected
industrial chemicals. The rate of economic
expansion since World War II has depended
upon the availability of a number of these
key materials, and outlays to add new facil-
ities and increase the efficiency of existing
facilities have bulked large in the three
postwar waves of capital investment.
Vigorous business recovery rapidly took
up the slack that had developed in late
1953 and 1954, and during 1955 average
output of basic materials again approached
capacity rates, as had been the case during
most of the postwar period. Reflecting
new expansion programs, growth in capac-
ity, which had slackened in 1954, picked up
in 1955 and 1956. Despite declines in output
of autos, some other .consumer durable-
goods, and residential building in 1956,
demands for most materials were main-
tained by rapid expansion in output of
producers' equipment and rising outlays for
nonresidential construction. These demands
and capacity operations exerted strong
upward pressures on prices and wage rates.
At the beginning of this year, steel ingot
capacity was rated at 133.5 million net tons,
up 4 per cent for 1956 in contrast to in-
creases of 2 per cent in 1955 and 1 per
cent during 1954. In January and Feb-
ruary, with ingot tonnage at about earlier
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NOTE.—Based cm monthly output and end-of-year capacity
date. _ Jflctals are pig iron, stew Ingots* primary aluminum,
and refined copper* Textiles are cotton yarn and synthetic
fibers and yarn. Additional materials included in total and
not shown separately are cement, wood pulp, paper, paper-
board, petroleum products, coke, and five industrial chemicals.
Indexes constructed with ratae-added weights. Output indexes
are seasonally adjusted; latest data shown are preliminary
figures for April.
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utilization averaged 97 per cent. Since
February steel production has been con-
siderably curtailed, to 86 per cent of capac-
ity in early May, reflecting mainly sub-
stantially smaller takings by the auto and
other consumer durable goods industries,
in keeping with demand and output de-
velopments in those lines discussed above.
Production of steel sheets and strip—the
bulk of which is used by consumer dura-
ble goods industries—has been curtailed
sharply. On the other hand, output of heavy
structural shapes, plates, line pipe, and oil
country goods has been maintained close to
rolling mill capacity for these products and
well above year-earlier levels.
Demands for textiles did not increase
much in the 1955-56 expansion. Con-
sequently, capital outlays were mainly for
replacement and modernization of equip-
ment to meet rising costs and strong com-
petition among fibers, in both apparel and
industrial textile markets. Additions to
capacity to produce some of the newer
synthetic textile fibers were more than offset
by net retirements of capacity for produc-
tion of cotton yarn and rayon and acetate
fiber and yarn.
Expansion of capacity is continuing this
year for many other materials, and for all
materials combined the rate of growth is
likely to be as rapid as last year. Mean-
while, production recently has been re-
latively stable at high levels for most ma-
terials, but it has declined for others, in-
cluding steel and building board.
Demands for materials have been less
active in recent months, partly as a result
of output readjustments in major consumer
durable goods industries. To an important
extent, however, slackening of earlier pres-
sures on supplies of materials—which were
accompanied by widespread and substantial
price increases—stems from the growth in
capacity. The expanded capacity has made
supplies more readily available to meet the
continuing heavy requirements for most ma-
terials, and over-all pressures to stock up,
associated with earlier shortage conditions,
have abated.
With business and consumer incomes and
with government expenditures continuing
upward, inventory and related production
readjustments have been of a selective
character within an economy generally
operating at record levels.
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